
• The unemployment rate in Kentucky averaged 5.8 percent
in second quarter 2003, slightly higher than seen since the
end of the 2001 recession.

• After declining 1.8 percent during the recent recession,
employment has fallen an additional 0.9 percent. Job losses
have centered in the manufacturing industry as well as in
the trade, transportation and utilities industries. In con-
trast, modest job gains have occurred in the education and
health sectors (see Chart 1). (A sector’s contribution is its
percentage change in employment weighted by its share of
total employment.)

• The manufacturing sector was one of Kentucky’s growth
industries in the decade preceding the recession: its manu-
facturing payrolls expanded by 9.4 percent, while manufac-
turing nationally posted a 3.7 percent loss. Growth in
Kentucky over the decade was led by strength in the
durable goods sector (see Chart 2).

• Within manufacturing, employment expanded only in
motor vehicle assembly plants since the recession. Vehicle
production in Kentucky should continue to increase, as
Ford announced plans to transfer production of Explorer
models to Louisville. Ford and Toyota have remained the
third and forth largest employers in the state since 1999.1

• The Kentucky housing market eased slightly in 2003.
House price appreciation slowed to 3.6 percent in first
quarter, while home resales grew marginally. Low interest
rates and tax cuts helped sustain activity in this sector (see
Chart 3).
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Employment growth remains slow, compared to pre-recession trends.
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Chart 1: Job Losses in a Few Sectors Dominate 
Kentucky's Labor Market
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Chart 2: Durable

1 Précis® STATE for Kentucky, Economy.com, Inc. July 2003.

40

50

60

70

80

90

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Q1

0

1

2

3

4

5

6

7
Home Price Index 
(right axis)

Sources: National Association of Realtors: OFHEO

Chart 3: Growth in Kentucky's Housing Market
Appears to be Slowing
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Banking conditions in Kentucky remain stable.
• One- to four-family mortgages remained the largest

component of loan portfolios among community
institutions based in Kentucky as of March 31,
2003; yet, during the past four years, the share of
mortgages has declined.2 At the same time, the
level of construction and non-residential real estate
loans has risen (see Chart 4), a trend to watch
because these loans historically have experienced
higher losses than residential loans. 

• Loan quality among community institutions head-
quarted in Kentucky declined somewhat during first
quarter 2003. The median past-due and nonaccrual
rate (PDNA) increased to 2.63 percent, a 21-basis
point increase from one year ago.

• PDNA rates are highest relative to the Region
among residential real estate and consumer loan
portfolios.3 Mortgage and consumer loan delinquen-
cy rates were both 2.8 percent in first quarter 2003,
close to thirty basis points above regional levels (see
Chart 5). 

• The allowance for loan and lease losses (ALLL) rel-
ative to total loans has returned to pre-recession
levels for community institutions based in Kentucky
as of March 31, 2003. Nevertheless, ALLL levels
have not kept pace with rising nonperforming rates,
leading to slight decline in nonperforming loan
coverage (see Chart 6). 

• Profitability, measured by median return-on-assets
ratio (ROA), held fairly stable in recent years, but
remains below levels during most of the 1990s.
Compared to the past year, first quarter annualized
ROA declined 2 basis points to 1.07 percent, mar-
ginally above the 1.05 percent profitability mark
industry-wide.

• Though portfolios among community banks are
shifting to traditionally higher-risk loan categories,
low interest rates and high refinancing levels
squeezed the net interest margin (NIM). The medi-
an NIM rate declined to a ten-year low of 3.9 per-
cent as of first quarter 2003, yet remained above
regional levels. 
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Chart 5: Kentucky's Delinquency Rates Climb Above 
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Chart 6: ALLL Coverage Stabilizes in 2003
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Chart 4: One- to Four-Family Real Estate Dominates 
Loan Portfolios of Community Institutions

Source: Bank and Thrift Call 

2 “Community institutions” are non-specialty banks and thrifts more
than three years old with assets of $1 billion or less. 

3 “The Region” includes Wisconsin, Michigan, Ohio, Illinois, Indi-
ana, and Kentucky.



DIVISION OF INSURANCE AND RESEARCH 3 FALL 2003

State Profile

Kentucky at a Glance

General Information Mar-03 Mar-02 Mar-01 Mar-00 Mar-99
Institutions (#) 249 257 263 287 296
Total Assets (in thousands) 55,661,022 57,194,199 55,306,817 54,564,435 55,539,460
New Institutions (# < 3 years) 11 14 15 18 21
New Institutions (# < 9 years) 41 41 39 39 39

Capital Mar-03 Mar-02 Mar-01 Mar-00 Mar-99
Tier 1 Leverage (median) 9.06 9.21 9.43 9.59 9.37

Asset Quality Mar-03 Mar-02 Mar-01 Mar-00 Mar-99
Past-Due and Nonaccrual (median %) 2.51% 2.30% 2.40% 2.08% 2.26%
Past-Due and Nonaccrual > = 5% 33 37 37 25 29
ALLL/Total Loans (median %) 1.28% 1.24% 1.17% 1.20% 1.23%
ALLL/Noncurrent Loans (median multiple) 1.69 1.46 1.57 1.97 1.98
Net Loan Losses/Loans (aggregate) 0.44% 0.43% 0.31% 0.26% 0.27%

Earnings Mar-03 Mar-02 Mar-01 Mar-00 Mar-99
Unprofitable Institutions (#) 10 20 24 18 17
Percent Unprofitable 4.02% 7.78% 9.13% 6.27% 5.74%
Return on Assets (median %) 1.06 1.07 1.05 1.19 1.14

25th Percentile 0.67 0.68 0.67 0.81 0.82
Net Interest Margin (median %) 3.89% 3.97% 3.99% 4.22% 4.07%
Yield on Earning Assets (median) 6.20% 6.98% 8.36% 8.18% 7.85%
Cost of Funding Earning Assets (median) 2.26% 3.01% 4.42% 3.97% 3.77%
Provisions to Avg. Assets (median) 0.19% 0.15% 0.14% 0.14% 0.12%
Noninterest Income to Avg. Assets (median) 0.69% 0.62% 0.61% 0.58% 0.57%
Overhead to Avg. Assets (median) 2.87% 2.79% 2.88% 2.76% 2.74%

Liquidity/Sensitivity Mar-03 Mar-02 Mar-01 Mar-00 Mar-99
Loans to Deposits (median %) 78.03% 80.10% 82.35% 83.86% 78.68%
Loans to Assets (median %) 65.45% 65.26% 66.74% 67.94% 64.36%
Brokered Deposits (# of institutions) 38 37 41 45 44
Bro. Deps./Assets (median for above inst.) 1.74% 1.21% 0.71% 1.10% 1.42%
Noncore Funding to Assets (median) 19.81% 20.22% 19.98% 18.51% 16.70%
Core Funding to Assets (median) 68.59% 68.67% 68.06% 69.44% 71.12%

Bank Class Mar-03 Mar-02 Mar-01 Mar-00 Mar-99
State Nonmember 164 167 167 183 192
National 50 51 51 58 61
State Member 9 11 11 9 8
S&L 10 10 11 11 11
Savings Bank 16 18 23 26 24
Mutually Insured 0 0 0 0 0

MSA Distribution # of Inst. Assets % Inst. % Assets
No MSA 176 22,895,296 70.68% 41.13%
Lexington KY 24 4,412,532 9.64% 7.93%
Louisville KY-IN 17 22,203,831 6.83% 39.89%
Cincinnati OH-KY-IN PMSA 15 3,216,597 6.02% 5.78%
Huntington-Ashland WV-KY-OH 9 1,406,649 3.61% 2.53%
Owensboro KY 3 584,929 1.20% 1.05%
Clarksville-Hopkinsville TN-KY 3 747,745 1.20% 1.34%
Evansville-Henderson IN-KY 2 193,443 0.80% 0.35%


